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Summary 



The proposed acquisition of six major U.S . ports by Dubai Ports World and Unocal 
by the China National Offshore Oil Corporation (CNOOC) has sparked intense concerns 
among some Members of Congress and the public and has reignited the debate over 
what role foreign acquisitions play in U.S. national security. While the United States 
actively promotes internationally the policy of relaxing rules concerning foreign 
investment, including the national treatment of foreign firms, some in Congress and 
others question some aspects of this policy as it relates to allowing foreign competitors 
unlimited access to the Nation’s industrial base. Much of this debate focuses on the 
activities of a relatively obscure committee, the Committee on Foreign Investment in the 
United States (CFIUS) and the Exon-Florio provision, which gives the President broad 
powers to block certain types of foreign investment. This report will be updated as 
warranted by events. 



Background 

According to the Department of Commerce, 1 foreigners invested $ 1 1 3 billion in U.S . 
businesses and real estate in 2004, which represents nearly a tripling in the amount 
invested in 2003. This amount, however, is about half as much as U.S. firms invested 
abroad and far below the record $300 billion foreigners invested in 2000. The lower 
level of foreign direct investment flows, although particularly sharp for the United States, 
is not unique. According to the United Nation’s World Investment Report, global foreign 
direct investment flows dropped by 41% in 2001 and 21% in 2002 due to slow economic 
growth in most of the parts of the world, falling stock market valuations, lower corporate 



1 Bach, Christopher L., “U.S. International Transactions, 2004.” Survey of Current Business, 
April 2005, p. 46. 



Congressional Research Service ❖ The Library of Congress 




CRS-2 



profitability, a slowdown in corporate restructuring, and a slowdown in privatization 
efforts in some areas. 2 

The cumulative amount, or stock, of foreign direct investment in the United States 
on a historical cost basis 3 increased by $38 billion in 2003 to nearly $1.4 trillion. This 
marked an increase of less than three percent over the previous year and an improvement 
over the decrease in the position in the previous year when some affiliates repaid 
substantial loans to their foreign parent companies and the foreign parent companies 
wrote down the value of acquisitions they had made prior to the slowdown in the U.S. 
economy. 4 

With over $230 billion invested in the United States, Great Britain is the largest 
foreign direct investor. Japan has moved into the position as the second largest foreign 
direct investor in the U.S. economy with over $159 billion in investments. Following the 
Japanese are the Germans ($149 billion) and Dutch ($146 billion), with the French close 
behind ($143 billion). Recently, China has attracted particular attention as a result of a 
number of proposed acquisitions. Worldwide, Chinese acquisition transactions jumped 
from $2-$3 billion in previous years to $23 billion so far in 2005. 5 

The Exon-Florio Provision 

In 1988, amid concerns over foreign acquisition of certain types of U.S. firms, 
particularly by Japanese firms, Congress approved the Exon-Florio provision of the 
Defense Production Act. 6 This statute grants the President the authority to block proposed 
or pending foreign acquisitions of “persons engaged in interstate commerce in the United 
States” that threaten to impair the national security. In subsequent legislation, Congress 
directed that this process be applied “in any instance in which an entity controlled by or 
acting on behalf of a foreign government seeks to engage in any merger, acquisition, or 
takeover which could result in control of a person engaged in interstate commerce in the 
United States that could affect the national security of the United States.” Many in 
Congress were concerned at the time that foreign takeovers of U.S. firms could not be 
stopped unless the President declared a national emergency or regulators invoked federal 



2 World Investment Report 2004: The Shift Towards Sendees. New York, United Nations, 2004, 
p. 5. 

3 The stock, or position, is the net book value of foreign direct investors’ equity in, and 
outstanding loans to, their affiliates in the United States. A change in the position in a given year 
consists of three components: equity and intercompany inflows, reinvested earnings of 
incorporated affiliates, and valuation adjustments to account for changes in the value of financial 
assets. The Commerce Department also publishes data on the foreign direct investment position 
valued on a current-cost and market value bases. These estimates indicate that foreign direct 
investment increased by $49 billion and $410 billion in 2003, respectively, to $1.5 and $2.4 
trillion. 

4 Borga, Maria, and Daniel R. Yorgason, “Direct Investment Positions for 2003: Country and 
Industry Detail,” Survey of Current Business, July, 2004. P. 40. 

5 “Special Report: The Dragon Tucks in — Chinese Companies Abroad,” The Economist, July 
2, 2005, p. 71. 

6 P.L. 100-418, title V, Subtitle A, Part II, or 50 U.S.C. app 2170. 





